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This thesis aims to analyze the progress on the economic development before and 
after joining ASEAN of Lao PDR from 1996 to 2010; and to investigate the impacts of 
AFTA participation on the Lao PDR’s government revenue, external trade, and flows of 
FDI by employing simply employs descriptive approach.  
The significant findings reveal that Lao PDR’s economy has continuously grown 
with robust growth rates. The main contributors to the economic growth are seen in 
hydropower and mining. The results also indicates that the GDP per capita of Lao PDR has 
gradually increased and been classified as a lower middle-income country in 2011. During 
2001-2005 and 2006-2010, it is seen that the general tendency of output structure has 
changed from agricultural-based economy towards industrialization in line with the GOL’s 
economic development strategy. 
AFTA participation has moderately affected the GOL’s revenues since low tariff 
rates have induced more demand for the imports, reduced smugglings and promoted legal 
trade. For the external trade of Lao PDR, the exports have tended to increased after joining 
ASEAN. The major export markets of Lao PDR are Thailand, Vietnam, and China. Also,  
Thailand, Vietnam, and China are also the top 3 import. Recently, China has become the 
second largest import market of Lao PDR which has replaced Vietnam since 2003. It is 
seen that the external trade deficit of Lao PDR has been mitigated after joining ASEAN 
since the exports have increased faster than the imports. 
FDI has made a positive contribution to the manufacture of goods, economic growth 
and the restructuring of the economy. Major FDI to Lao PDR in recent years comes from 
Thailand, China, Vietnam, and Australia, Many projects were invested in industry and 
handicraft, followed by services, agriculture, and mining. 




















ADB     Asian Development Bank 
AFC     Asian Financial Crisis 
AFTA    ASEAN Free Trade Area 
ASEAN   Association of Southeast Asian Nations 
ASEAN-6 Brunei, Indonesia, Malaysia, Philippines, Singapore, and 
Thailand 
ASEAN-4   Cambodia, Lao PDR, Myanmar, and Vietnam 
BOL    Bank of Lao PDR 
CEPT    Common Effectiveness Preferential on Tariff 
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CHAPTER 1  
Introduction 
1.1 Background 
Economic development is the increase in the standard of living in a nation's 
population with sustained growth from a low-income economy to a high-income economy
1
. 
Also, if the local quality of life could be improved, economic development would be 
enhanced.
2
 Its scope includes the process and policies by which a nation improves the 
economic, political, and social well-being of its people.
3
 In order to carry out the economic 
development goals of high growth, price stability, low unemployment, equality of income 
distribution, and external balance, a number of economic policies are necessarily required 
to be applied with appropriate economic development strategies as they are the guides to 
the country’s future growth and stability. 
There are different types of economic policies. For examples, macroeconomic 
stabilization policy tries to keep the money supply growing, but not so quick that it results 
in excessive inflation, policies designed to create economic growth, fiscal policy uses 
government spending and taxes to guide the economy, trade policy refers to tariffs and 
trade agreements in the wake of regional and international integration.  
The economic policies last listed is paramount since integration into the regional 
and world economy has proven a powerful means for countries to promote economic 
growth, development, and poverty reduction. The resulting integration of the regional and 
world economy has raised living standards around the world. Most developing countries 
have shared in this prosperity; in some, incomes have risen dramatically. As a group, 
developing countries have become much more important in world trade, they now account 
                                                            
1 Hla Myint and Anne O. Krueger (2009), Economic Development, Encyclopædia Britannica. 
2 Michael Carroll (2009), Economic Development, Encyclopædia Britannica. 

















for one-third of world trade, up from about a quarter in the early 1970s. Many developing 
countries have substantially increased their exports of manufactures and services relative to 
traditional commodity exports: manufactures have risen to 80 percent of developing 
country exports. Moreover, trade between developing countries has grown rapidly, with 40 
percent of their exports now going to other developing countries. 
However, the progress of integration has been uneven in recent decades. Progress 
has been very impressive for a number of developing countries in Asia and, to a lesser 
extent, in Latin America. These countries have become successful because they chose to 
participate in regional and global trade, helping them to attract the bulk of foreign direct 
investment in developing countries. This is true of China and India since they embraced 
trade liberalization and other market-oriented reforms, and also of higher-income countries 
in Asia—like Korea and Singapore—that were themselves poor up to the 1970s.
4
  
There are also a number of arguments on free trade. It can bring about several 
advantages and disadvantages. 
The benefits can be indicated in trade creation, increased exports, economies of 
scale, increased competition, make use of surplus raw materials, increased production, 
production efficiencies, and benefits to consumers, foreign exchange gain, employment 
opportunities, and economic growth. 
Although free trade has benefits, there are a number of disadvantages such as 
changes in structural unemployment in the short term, increased domestic economic 
instability from international trade cycles, as economies become dependent on global 
markets, developing or new industries may find it difficult to become established in a 
competitive environment with no short-term protection policies by governments, free trade 
                                                            



















can lead to pollution and other environmental problems, free trade may raise government 
revenue by import taxes, but this will only be a small amount of money. 
The impacts of free trade can be reviewed from different countries’ case studies. 
One of the most directly related to the consequences of implanting ASEAN free trade area 
can be found in the study conducted by Menon (1999).
5
 In this paper, it examined the 
impact that membership of AFTA is likely to have on Lao's trade, government revenue and 
foreign investment flows. The findings show that (i) trade diversion is likely to be low, and 
that AFTA will provide the vehicle to negotiate market access issues with Thailand; (ii) the 
reduction in government revenue from trade taxes is likely to be low, particularly in light of 
the high share of informal trade and only low levels of trade diversion; and (iii) foreign 
direct investment (FDI) flows are likely to grow sharply in the future, as the legal, 
administrative and institutional framework in Lao develops to meet the ASEAN standard. 
Araya (2002) also analyzed the ways how new ASEAN member countries (CLMV) cope 
with revenue loss due to AFTA tariff reduction.  
Another recent studies of the impact of trade blocs have found that trade diversion 
has been less apparent than was previously assumed to be the case. A 1995 study by the 
OECD concluded that there was no evidence that these agreements had created trade 
diversion. While conceding that it was in some cases difficult to assess diversion, the 
anecdotal evidence suggested that these agreements had probably served to stimulate trade 
liberalisation elsewhere, including through multilateral liberalisation.
6
 
A study by the Department of Foreign Affairs and Trade of the impact of NAFTA 
concluded that there was no evidence that the trade agreement has had diversionary 
                                                            
5 Menon, J. (1998), Laos in the ASEAN Free Trade Area: Trade, Revenue and Investment Implications, Asia 
Pacific Economic Papers 276, Australia-Japan Research Centre, Crawford School, Australian National 
University. 




















 According to Krueger (1999), the NAFTA experience lends weight to the 
conclusion that Free Trade Agreements between countries with low trade barriers.
8
 
1.2 Problem Statement 
The Lao People’s Democratic Republic (Lao PDR) - a landlocked country with a 
population of 6.5 million - is classified to be one of the Least Developed Countries (LDCs) 
by the United Nations (UN) in the region with an estimated GDP per capita at current price 
of US$ 933 in 2010.
9
 Lao PDR has, similarly to other LDCs, confronted with many chaotic 
circumstances in developing its national development programs aimed at maintaining 
macroeconomic stabilities, achieving Millennium Development Goals in 2015 and 
graduating from LDC status by 2020.
10
  
The socio-economic impediments of Laos can be illustrated in two main factors. 
One of the most difficult constraints is geographic conditions of landlocked country with 
mountains covered two-thirds of total land areas which restrict both the quantity and quality 
of agricultural land and pose difficulty to the trade development, social infrastructure, and 
transportation and communication links. Second, though GDP per capita is low, 
consumption level is very high in both public and private sectors. The national saving rate 
is thus low, which is insufficient for infrastructure investment. This is also considered to be 
a severe limitation in the Lao socio-economic development process. Apart from this, the 
general present characteristics of Laos can be categorized by Human Development Index: 
low literacy rate of both adult and children enrollments – only 76 per cent of population age 
                                                            
7 DFAT (2000), The NAFTA’s Impacts: Trade results, Foreign Affairs and International Trade Canada. 
8 Anne O. Krueger (1999), Trade Creation and Trade Diversion under NAFTA, National Bureau of 
Economic Research, Working Paper 7429, Cambridge. 
9 IMF (2010), World Economic Outlook Database. 
10 MPI (2010), The Sixth National Socio-Economic Development Plan (2006-2010), Ministry of Planning 


















15+ in 2010, low life expectancy, high fertility, crude birth and death rates – due to a lack 
of contraception and health care accession, and massive poverty. 
To solve the above-specified development difficulties and attain the long-term 
development goals, a sound national socio-economic development plan (NSEDP) needs to 
be identified and implemented. The government of Lao PDR has continued to set a five-
year NSEDP in response to the development process requirement. During implementing the 
6
th
 NSEDP (2006-2010), the average annual GDP growth was 7.9%, budget deficit 
accounted for 4.7% of GDP, FDI accumulation amounted to US$ 8 billion, exports 
accounted for 20.72%, imports covered 26.1% and trade deficit represented 5.3% of GDP, 
respectively.  
With respect to the economic integration with the regional and international 
counterparts, after having become a member of Association of Southeast Asian Nations 
(ASEAN) in 1997, Lao PDR has attempted through the implementation of a policy of open 
foreign economic cooperation, on the basis of independence and mutual benefit. As a result, 
there has been expansion in cooperation in the fields of economy and commerce. 
International trade negotiations at the bilateral, regional, sub-regional and global levels 
have increased and strengthened. International integration includes multi-party trade 
cooperation, ASEAN and Regional Economic Cooperation, Trade Negotiation within 






                                                            
11 MPI (2011), The Seventh National Socio-Economic Development Plan (2011-2016), Ministry of Planning 



















The main objectives of this paper are twofold as follows: 
 To analyze the progress on the economic development before and after joining 
ASEAN of Lao PDR from 1996 to 2010; and 
 To investigate the impacts of regional economic integration, namely AFTA on the 
Lao PDR’s government revenue, external trade, and flows of FDI. 
1.4 Expected Outcomes 
 Based on the objectives set above, the expected outcomes of this paper are as 
follows: 
 Be able to identify the economic growth of Lao PDR in different time periods; 
 Be able to obviously identify the economic development policies and strategies of 
the Lao government which were utilized to stimulate the economic growth in the 
past five years. Simultaneously, it is expected to enumerate the important factors 
that fruitfully affecting the plan execution achievements; and 
 Be able to measure the changes in the magnitude of the Lao government revenue, 
expansion of external trade to the regional markets, and growth of FDI after joining 
ASEAN in 1997.   
1.5 Significance of Study 
The findings of this paper are considered significant for the author since it deepens 
more understandings on economic development policies, strategies and growth in Lao PDR 
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